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Foreign Exchange
T H E time is not so long since past when
the man with a knowledge of foreign
exchange was looked upon as a sort of
superior being. He is still sufficiently rare
from an economic point of view to be in
great demand. That the demand will increase can scarcely be doubted.
Opinion probably is undivided, among
those who have opinions, as to the important
part which this country will play in the matter of foreign trade after the present conflict shall have ceased.
Foreign trade and foreign exchange are
so inextricably connected that if we as a
nation would participate in the former we
must understand the latter.
Trading originally meant barter; the exchange of goods for goods. In the modern
sense it means the exchange of goods for
money. In a transaction between two parties, the first has the obligation to turn over
the goods; the second to make payment
therefor.
Payment may generally be effected in one
of two ways; accepting and paying the
draft drawn by the seller against the purchaser, or remitting the funds.

The method of payment will usually depend on the credit relation existing between
the two parties. When the purchaser is
not well or favorably known to the seller
the goods are apt to be sold on the condition that the draft will be paid before the
goods are released. If the relations are of
long standing the goods may be sold on open
account, in which case the purchaser remits
as agreed.
Trading may take place between two parties within the same country or between two
parties, one of whom is in one country while
the other is in a different country. The
first transaction is called a domestic transaction; the second a foreign transaction.
The question of the currency involved in
the settlement does not arise in the case of
the domestic transaction. If the transaction occurs in the United States there is
but one kind of currency possible.
If one party to the transaction is in one
country while the second party is in a
country where the system of currency differs there arises an international problem
as to the kind of money to be used in settling
for the goods.
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inconvenience, the expense of shipment, the
wear and tear on the gold, all tended to prevent the shipment of gold except in cases
of extreme necessity.
Today Smithers & Brown puts the goods
on the pier in Liverpool, obtains the bills of
lading, makes out the draft (£500) against
Wilson & Company, takes the bills of lading
and draft to the London & Liverpool Bank
and "sells" the latter to the bank.
The bank is amply protected since it has
possession of the bills of lading calling for
the goods. It next sends the draft and the
bills of lading to its New York representative, Morgan & Co., for example. The
latter presents the draft to Wilson & Company who after issuing a check in favor of
Morgan & Co. in an amount equal to the
American equivalent of the draft (£500
x$4.8665=$2433.25) receives the bills of
lading.
The amount ($2433.25) is, on the books
of Morgan & Co., credited to the London
& Liverpool Bank.
Now comes to the London & Liverpool
Bank, J. H . Grigsby of Manchester, England, who having an account to settle with
the American Cotton Company, of Fourth
Avenue, New York, is in need of New York
funds. The London & Liverpool Bank
Ten
dollar gold piece—-15.0464 gms. issues its draft (in the amount of $2433.25)
English pound sovereign— 7.32238 "
on Morgan & Co. to J. H . Grigsby in exchange
for his English money. Grigsby
If there are 15.0464 grammes of gold in
mails
the
draft to the American Cotton Comten dollars, one dollar would contain onepany,
thereby
settling his account.
tenth as much; or 1.50464 grammes. If the
Morgan & Co. in the course of time pays
pound sovereign contains 7.32238 grammes,
then by dividing this amount by 1.50464, or the draft and charges the London & Liverthe amount in a dollar, we find that there are pool Bank.
In the above transactions goods have
4.8665 times as much gold in a pound sovereign as in a dollar. The pound sovereign passed from England to the United States;
is therefore said to be worth at par $4.8665. likewise from the United States to England.
Wilson & Co. would consequently on this No money has passed from one country to
basis have to give $4.8665 for each pound the other. The transactions have been ideal.
They typify the fundamental principles
sovereign.
In the early days Smithers & Brown sent underlying foreign exchange. In the great
over the goods. Wilson & Company sent volume of the world's business there are
back the gold; first by the master of the ves- many variables and influences affecting the
sel; later by an international express com- ideal situation which make the subject somepany. The risk of loss, with the consequent what complex but none the less interesting.

The established trade rule with respect
to this matter requires that the indebtedness
shall be settled in the currency of the
country in which the seller resides.
Thus theoretically if Wilson & Company,
of New York, buys goods from Smithers
& Brown, of London, and the latter draws
a draft on Wilson & Company the draft will
be drawn and payable in English money. A s suming that Wilson & Company, in trying
to obtain English money to settle the draft,
goes to a money broker and offers American
money in exchange for same the question
which will arise will be—how many American dollars will have to be given in order
to receive the requisite number of English
pounds? This can be determined only by
ascertaining the relation of one to the other.
Both systems of currency are on a gold
basis. Hence to compare the value of the
two units is to compare the amount of gold
in them. This operation is called establishing the "parity of exchange."
The ten dollar gold piece of the United
States contains 16.7182 grammes of gold
90% pure. The English pound sovereign
contains 7:98805 grammes of gold 91 2/3%
pure. The amount of pure gold in the respective coins is then as follows:
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Some of these phases will be discussed in
the next issue of the BULLETIN.
More Information
W
charges.
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